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II.

INTRODUCTION

Pleasc state your name and business address.
Gerald P. O’Connor, 1844 Ferry Road, Naperville, Illinois 60563.
By whom and in what position are you employed?

I am the Senior Vice President of Finance and Strategic Planning for Nicor Inc. and
Northern [llinois Gas Company d/b/a Nicor Gas Company (“Nicor Gas” or the

“Company™).
Are you the same Gerald P. O’Connor that provided direct and rebuttal testimony
in this matter?

Yes.

PURPOSE OF TESTIMONY

What is the purpose of your surrebuttal testimony in this proceeding?
The purposes of my surrebuttal testimony are to respond to the rebuttal testimony of:

(1) [llinois Commerce Commission (the “Commission” or “ICC”) Staff (“Staff™)
witness David Brightwell regarding his recommendations for Rider CUA and
Rider EEP. (Brightwell Reb., Staft Ex. 25.0);

2) Staff witness Peter Lazare regarding his recommendations on the use of riders.
(Lazare Reb., Staff Ex. 20.0);

(3)  Attorney General (“AG”) and Citizens Utility Board (“CUB”) (collectively
“AG/CUB™) witness Scott Rubin regarding his recommendations on the use of
riders generally and his recommendations for four of Nicor Gas’ proposed riders
in this proceeding: Rider UEA, Rider CUA, Rider VBA and Rider QIP. {Rubin
Reb., AG/CUB Ex. 5.0); and
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“ Staff witnesses Dianne Hathhorn (Hathhorn Reb., Staff Ex. 15.0) and David
Sackett (Sackett Reb., Staff Ex. 24.0) regarding their testimony relating to
affiliate interest transactions and affiliate access to Nicor Gas facilities.

SUMMARY OF CONCLUSIONS
What is the conclusion of your surrebuttal testimony?
I provide support for and conclude that each of the following riders proposed by the

Company is necessary to address a specific business condition facing Nicor Gas both

now and in the future:

. Uncollectible Expense: Rider 26, Uncollectible Expense Adjustment (“Rider
UEA™); .

. Natural Gas Used by Nicor Gas: Rider 27, Company Use Adjustment (“Rider
CUA™);

. Volume Balancing Adjustment: Rider 28, Volume Balancing Adjustment
(“Rider VBA™),

. Energy Efficiency Plan Expenses: Rider 29, Energy Efficiency Plan (“Rider
EEP”); and

. Infrastructure Replacement Program: Rider 30, Qualifying Infrastructure
Plant (“Rider QIP™).

I also provide support for and conclude that Nicor Gas affiliate transactions are
conducted in accordance with existing Commission approvals and in compliance with

applicable Commission rules.
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Iv.

ITEMIZED ATTACHMENTS
Are you sponsoring any schedules?

Yes. In addition to my surrebuttal testimony, which has been labeled as Nicor Gas
Exhibit 46.0, [ am sponsoring Nicor Gas Exhibits 46.1 through 46.3. 1 will discuss these

exhibits later in my testimony.

OTHER NICOR GAS WITNESSES

Do other Nicor Gas witnesses also respond to the rebuttal testimony of Staff and

Intervenors regarding the Company’s proposed riders?

Yes. On rebuttal, numerous Nicor Gas witnesses responded to the direct testimony of
Staff and Intervenors. (See Nicor Gas Ex. 27.0, 3:45-4:59). On surrebuttal, Nicor Gas
witness Robert R. Mudra will discuss the relationship between the Company’s customer
charges and Rider VBA. (Mudra Sur., Nicor Gas Ex. 48.0). Nicor Gas witness Kristine
J. Nichols will provide further support for Rider EEP. (Nichols Sur., Nicor Gas

Ex. 47.0). Nicor Gas witness Anthony R. McCain will further discuss Rider QIP
benefits. (McCain Sur., Nicor Gas Ex. 39.0). Nicor Gas witness Jeff D. Makholm, Ph.D.
will discuss whether there is a relationship between the proposed riders and the
Company’s rate of return. (Makholm Sur., Nicor Gas Ex. 44.0). Finally, Nicor Gas
witness Steven M. Fetter will address Staff witness. Lazare’s views regarding the

proposed riders. (Fetter Sur., Nicor Gas Ex. 36.0).

3 Nicor Gas Ex. 46.0




64

65

66

67

68

69

70

71

72

73

74

75

76

77

78

79

80

81

82

VI.

VIL

OVERVIEW OF PROPOSED RIDERS

Please summarize why Nicor Gas is requesting approval of five new riders.

As discussed in my direct and rebuttal testimony, Nicor Gas is proposing each new rider
for several reasons. For example, Nicor Gas proposes Riders UEA and CUA to respond
to significant year-to-year volatility in natural gas prices, whi;:h has had a substantial
negative impact on the Company’s opportunity to recover its gas-price related costs for
operations and the level of its uncollectible expense. In addition, Nicor Gas proposes to
introduce, through Riders VBA and EEP, a rate design that breaks the direct link between
delivery volumes and the Company’s recovery of fixed costs,. which will allow the
Company to propose and support a funding mechanism for energy efficiency programs.
Finally, Nicor Gas proposes Rider QIP to establish an appropriate cost recovery
mechanism for certain additional capital investments in a timely fashion to facilitate

Nicor Gas’ ongoing replacement of its old cast iron main and copper services.

EXPENSE RECOVERY RIDERS (RIDERS UEA AND CUA)

What expense related riders is Nicor Gas proposing in this proceeding?

Nicor Gas 1s proposing Rider UEA, which would provide for timely recovery of the
volatile and significant cost associated with bad debt. Nicor Gas also is proposing Rider
CUA, which would provide for timely recovery of the volatile and significant effects of
changes in the price of natural gas used by the Company in the normal course of its

business operations.
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Whose testimony will you be addressing with respect to the expense recovery riders?

I will respond to rebuttal testimony provided by Staff witness Lazare (Lazare Reb., Staff

Ex. 20.0) and AG/CUB witness Rubin (Rubin Reb., AG/CUB Ex. 5.0).

Does Nicor Gas agree with Mr. Lazare’s arguments opposing Nicor GGas’ proposed

expense recovery riders?

No. Mr. Lazare argues that approval of the two proposed expense recovery riders would
“further the interests of sharcholders at the expense of ratepayers.” (Lazare Reb., Staff
Ex. 20.0, 5:93-94). He conveniently fails to note that both expense riders are designed to
be symmetrical, so that if company use expense or uncollectible expense is less than the
level approved in this case, ratepayers have an opportunity to secure tﬁe benefits of those

cost reductions without waiting for a future rate case.

Has Mr. Lazare responded to the fact that the impacts of natural gas prices are (a)
significant in terms of Nicor Gas’ ability to recover its allowed costs, (b) volatile, and

{(¢) largely outside the control of management?
No.

Has Mr. Lazare addressed Nicor Gas’ inability to recover or refund the impact of
higher or lower costs related to volatile gas prices than those allowed in a rate case,

between rate cases and in the absence of Riders CUA and UEA?
No.

Does Nicor Gas agree with AG/CUB witness Rubin’s characterization of Riders

UEA and CUA as representing 6% of the average residential customer’s bills and
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raising “$21.2 million per year for Nicor”? (Rubin Reb., AG/CUB Ex. 5.0, 15:313-

20).

No. As displayed in Nicor Gas Exhibit 27.1, the impact of high and volatile gas costs in
2007 meant Nicor Gas under-recovered its allowed operating costs by almost $21
million, and had these riders been in effect, the recovery of these costs would have raised
average residential customers’ annual charges by 1%, not 6% as Mr. Rubin suggests. To
assert, as Mr. Rubin has done, that Nicor Gas would raise $21.2 million per year from
Riders UEA and CUA is misleading. As stated previously, Nicor Gas is unable to
forecast long range gas prices with certainty, and consequently 1s unable to forecast the

financial impact of Riders UEA and CUA prospectively.

How does Nicor Gas respond to the following statement by Mr. Rubin:
“Mr, O’Connor states that Riders UEA and CUA by themselves (that is, just two of
the new riders the Company has proposed) would increase Nicor’s net income by

almost 10% annually”? (Rubin Reb., AG/CUB Ex. 5.0, 15:329-32).

Mr. Rubin mischaracterizes my rebuttal testimony. I did not say approval of Riders UEA
and CUA would increase the Company's net income by 10% annually. The illustration
provided in my rebuttal demonstrated the comparative effect the riders would have had
between ratepayers and Nicor Gas, had they been in place in 2007. | provided no future
projection because the future price of gas is uncertain. Rather, the purpose of these
proposed riders is to provide Nicor Gas a fair opportunity to recover its allowed costs and
not to increase its net income. The impact of the expense riders is symmetrical.
Approval of both of these riders would permit Nicor Gas a fair opportunity to recover its

actual costs should gas prices rise and provide refunds to ratepayers when gas prices fall.
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Will the approval of Riders UEA and CUA somehow improve Nicor Gas’
profitability as claimed by AG/CUB witness Mr. Rubin? (Rubin Reb. AG/CUB

Ex. 5.0, 15:332).

No. Both riders are designed only to permit recovery of costs incurred, not improve
Nicor Gas’ profitability. Again, Mr. Rubin conveniently fails to note that both expense
riders are designed to be symmetrical, so that if company use expense or uncollectible
expense is less than the level approved in this case, ratepayers have an opportunity to
secure the immediate benefit of refunds without waiting for -such a posstbility in a futare

rate case.

Has Mr. Rubin responded to the fact that the impacts of natural gas prices are (a)
significant in terms of Nicor Gas’ ability to recover its allowed costs, (b) volatile, and

(c) largely outside the control of management?
No.

Has Mr. Rubin addressed Nicor Gas’ inability to recover the increase in costs
related to volatile gas prices or refund the decrease in costs related to volatile gas

prices between rate cases?

No.

A, RIDER 26: UNCOLLECTIBLE EXPENSE ADJUSTMENT
Please briefly describe Rider UEA.

Proposed Rider UEA provides for timely recovery of the volatile and significant cost
associated with bad debt. 1t would allow for either a reduction or increase in charges to

customers based on the difference between the amount of unicollectible expense approved
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by the Commission in this proceeding and the actual amount incurred by the Company on
an annual basis. The proposed Rider UEA provides that no adjustments would be made
if the difference between the rate case amount and actual expense falls within a 5%

“dead-band” around the rate case amount.
Which Staff or Intervenor witnesses have addressed Rider UEA?

Other than AG/CUB witness Rubin’s general statements discussed above, Staff witness

Lazare is the only witness who addresses Rider UEA, (Lazare Reb., Staff Ex. 20.0).
Does Mr. Lazare oppose Nicor Gas’ proposed Rider UEA?

Yes. Mr. Lazare questions whether Nicor Gas has an incentive to manage the
uncollectible process outside of the proposed 5% dead band. He ignores my rebuttal
testimony regarding cash management as a significant incentive to manage uncollectible
expense both within and outside the proposed dead band. (O’Connor Reb., Nicor Gas
Ex. 27.0, 13:256-60). Importantly, he does not disagree with my argument that the dead
band provides a significant incentive to manage the uncollectible process within the
proposed dead band. Given that Mr, Lazare’s sole concern is the question of the
Company’s incentives to continue to try to lower the uncollectible expense, which are

more than amply shown in my testimony, the Commission should approve Rider UEA.
From a policy perspective, why should the Commission approve Rider UEA?

Uncollectible expense is a significant cost to the Company and is largely dictated by
natural gas prices, a factor that is not within the Company’s control. Natural gas prices

are volatile, which, in turn, means that the level of uncollectible expense for the test year
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likely will not be predictive of the level of uncollectible expense that will be experienced

in subsequent years.

Rider UEA is designed to be fair and equitable to botﬁ Nicor Gas and its
customers. It provides Nicor Gas a reasonable opportunity to recover its actual
uncollectible costs and, through the dead-band feature, also creates strong incentives for
Nicor Gas to do all it can to manage those costs effectively. Rider UEA also benefits
customers by providing them the opportunity to receive a reduction in their bilis if
uncollectibie expense fall below 95% of the amount approved in base rates in the test

year.

In summary, the Commission should approve Rider UEA because uncollectible
expense costs are suitable for recovery through a rider and the methodology for recovery

proposed by Rider UEA is fair and equitable to Nicor Gas and its customers.

B. RIDER 27: COMPANY USE GAS COST ADJUSTMENT
Please briefly describe Rider CUA.

Rider CUA provides for timely recovery of the volatile and significant effects of gas
price changes in the cost of natural gas used by the Company in the normal course of its
business operations. Rider CUA does not seek fecovery of the volume difference of
company use gas; instead it seeks recovery or refund of the impact of natural gas price

changes on company use expense.

Staff witness Brightwell and AG/CUB witness Rubin suggest that the Company
could recover unusually high gas costs through the amortization of Account 823

expenses. (Brightwell Reb., Staff Ex. 25.0, 3:50-53; Rubin Reb., AG/CUB Ex. 5.0,
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16:342-57). Does Nicor Gas consider such a mechanism appropriate to protect it

and ratepayers from the impact of natural gas prices?

No. The mechanism to which Mr. Brightwell refers permits a utility to amortize
substantial cost impacts over a period of years rather than in a single year with
Commission approval. (Brightwell Reb., Staff Ex. 25.0, 3:50-53). The mechanism does
not provide for either a utility’s recovery of costs incurred in excess of the level of
company use expense approved in base rates, nor does it refund customers when actual
average gas prices are less than the amount included in base rates. Finally, the
mechanism applies only to physical gas losses in storage fields (Account 823}, and not to

other company use gas expenses (Accounts 819 and 932).

Will amortization of Account 823 expenses improve the Company’s net income as

asserted by AG/CUB witness Rubin? (Rubin Reb., AG/CUB Ex 5.0, 16:346-57).

No. Mr. Rubin is incorrect. The effect of an amortization would be to positively impact
one year, and negatively impact each subsequent year of the amortization period. Other
than providing a temporary timing impact, an amortization cannot improve net income.
Moteover, Mr. Rubin’s amortization proposal fails to allow for refunds to ratepayers

when company use gas prices are below those allowed in base rates.

Staff witness Brightwell now seems to imply that company use gas costs are not

significant. (Brightwell Reb., Staff Ex. 25.0, 4:77). Does Nicor Gas agree?

No. Mr. Brightwell concluded that a $1.00 change in test-year forecasted average price
of natural gas appears more significant when compared with the Company’s proposed

operating income rather than its original cost rate base. (Brig'htwell Reb., Staff Ex. 25.0,
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4:77-82). For example, in 2006, one year after Nicor Gas® last rate case, Docket No. 04-
0779 (#2004 Rate Case™), company use expense was $17.9 million, or almost 91% above
the level included in base rates. (O’Conn(.)r Dir., Nicor Gas Ex. 12.0, 18:304). The
Operating Income impact was a reduction of almost 12%, and Nicor Gas failed to recover

its actual costs for 2006.

Does Nicor Gas agree with Mr. Brightwell’s assertion that “Mr. O’Connor’s method
fails to separate the impact of changes in natural gas prices from the impact of

changes in velume”? (Brightwell Reb., Staff Ex. 25.0, 6:130-31).

No. Rider CUA is designed to recover, or refund, the impact of gas price changes to the
prices allowed in the most recent rate case only. In simple terms, the formula takes the
difference between the actual average gas price incurred in any year and the average price
approved in the most recent rate case, and multiplies the result by the volume of company
use gas approved in the most recent rate case. The result will either be a refund to
ratepayers or a charge under the rider. Rider CUA does not provide for the recovery of

any costs associated with higher volumes used.

Does Nicor Gas agree with Mr. Brightwell’s recommendation to “reject Rider CUA
on the grounds that it distorts the company’s incentive to conserve gas”?

(Brightwell Reb., Staff Ex. 25.0, 6:130-31).

No. Because the rider does not provide for recovery of increases associated with volume,
the Company continues to have a strong incentive to lower usage to reduce cost just as it
has incentives to reduce other costs. Mr. Brightwell ignores the rebuttal testimony of

Nicor Gas witness Gary Bartlett, which clearly demonstrates that Nicor Gas’ ability to

i1 Nicor Gas Ex. 46.0
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conserve company use is very limited, with or without Rider CUA. (Bartlett Reb., Nicor

Gas Ex. 19.0, 33:736-34:760).

What is the Company’s response to Mr. Brightwell’s volatility or coefficient of
variation (“CV”) analysis of gas prices? (Brightwell Reb., Staff Ex, 25.0, 6:113-

7:136).

There is a fundamental misconception contained within Mr. Brightwell’s analysis. He
has assumed that Nicor Gas consumes company use therms equally over each month of
each year. On the contrary, usage varies greatly from month to month, and any average
price calculation needs to be weighted in accordance with monthly usage. The attached
Nicor Gas Exhibit 46.1 shows the calculation of weighted average price for each of the
past eight years, and computes the coefficient of variation at .52, which is a significantly
higher number than computed by Mr, Brightwell. As shown on the exhibit, the CV of
company use gas prices is almost five times more volatile tﬁan for non-commodity

related operating and maintenance (“O&M’) expenses.
From a policy perspective, why should the Commission approve Rider CUA?

Company use expense is a significant cost to Nicor Gas and is driven by natural gas
prices, a factor that is not within the control of the Company. Natural gas prices, in turn,
are volatile, which means that the level of company use expense for the test year likely
will not be predictive of the level of company use expense that will be experienced in

subsequent years.

Rider CUA is designed to be fair and equitable both to Nicor Gas and its

customers. It provides Nicor Gas a reasonable opportunity to recover its actual costs for
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259 company use and, because it only applies to changes in gas prices and not to changes in

260 volumes of company use gas consumed, also creates a strong incentive for Nicor Gas to
261 do all it can to manage those costs effectively. Rider CUA also benefits the Company’s
262 customers by providing them a reduction in their bills if gas prices fall below the gas
263 price used to calculate the amount of company use expense included in base rates.

264 In summary, the Commission should approve Rider CUA because company use
265 expense is suitable for recovery through a rider and the methodology for recovery

266 proposed by Rider CUA is fair and equitable to Nicor Gas and its customers.

267 VIII. VOLUME BALANCING ADJUSTMENT AND ENERGY EFFICIENCY RIDERS
268 (RIDERS VBA AND EEP)

269 Q. Please describe Rider VBA and Rider EEP.

270 Al Nicor Gas’ proposed Rider VBA 1s a revenue stabilization or “decoupling” mechanism,
271 consistent with similar riders previously approved by the Commission in Peoples Gas’
272 and North Shore Gas’ recent rate proceedings. Peoples Gas, Docket Nos. 07-0241/07-
273 0242 (consol.), Order at 153 (Feb. 5, 2008) (“Peoples Gas Order”). Nicor Gas’ proposed
274 Rider EEP is a funding mechanism for new energy efficiency programs to promotc

275 increased conservation by its customers, also consistent with similar riders previously
276 approved by the Commission in the Peoples Gas Order. Together, thes§ two new riders
277 promote increased energy efficiency in a manner that is a “win-win” situation for both
278 Nicor Gas and its customers.
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A, RIDER 28: VOLUME BALANCING ADJUSTMENT

Please provide a brief overview of Nicor Gas’ proposed Rider VBA.

Rider VBA provides the Company the opportunity to recover its fixed costs as approved
in this proceeding, despite changes in weather or conservation from year to year. The
rider is designed symmetrically in that over collections of revenues are refunded to

customers and under collections are charged to customers.

Does Nicor Gas agree with AG/CUB witness Rubin that “[r]ather than a complete
denial of service, a utility could delay customer connections; change the way it
allocates resources (o customer connections and restorations, so that customers
whose lost revenues cannot be recovered through Rider VBA are given higher

priority; and so on”? (Rubin Reb., AG/CUB Ex. 5.0, 17:366-71).

No. Having failed to support his contention in his direct testifnony that the Company
might refuse or neglect to provide service following approval of a volume balancing
adjustment rider, Mr. Rubin now raises new and similarly unsubstantiated concerns. He
also fails to recognize that the Company remains accountable for its service obligations to
the Commission and that ratepayers would have recourse in the event of a deterioration of

service.
Did any other witness object to Rider VBA?

No. Staff witness Burma Jones highlighted an alternative mechanism and she provided
suggested modifications to the Company’s proposed Rider VBA. (Jones Dir., Staff
Ex. 3.0, 22:401-27:545). Mr. Mudra responded to Ms. Jones’ mechanism in his rebuttal

testimony. (Mudra Reb., Nicor Gas Ex. 29.0). The Company agreed to Ms. Jones’
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suggested modifications to the Nicor Gas’s proposed Rider VBA. (/d., 53:1107-19).
Based on the Company’s response to Mr. Rubin’s perverse incentive argument above and
Ms. Jones alternative mechanism, the Company’s proposed Rider VBA should be

approved as modified by Ms. Jones.
From a policy perspective, why should the Commission approve Rider VBA?

The Company’s existing rate design wherein a substantial portion of its fixed costs arc
recovered through volumetric charges does not promote energy conservation. Rider
VBA is being offered as a four-year pilot program and promotes Nicor Gas’ partnership
Wi_th its customers to achieve greater energy conservation gains. Rider VBA also benefits
the Company’s customers by providing credits when weather is colder than normal and

gas bills are likely to be high.

In summary, the Commission should approve Rider VBA because it is an
appropriate rate design solution that balances the promotion of energy conservation with

the need to provide the Company with the opportunity to recover its fixed costs.

B. RIDER 29: ENERGY EFFICIENCY PLAN

Please briefly describe Nicor Gas’ proposal for Rider EEP.

Nicor Gas® proposed Rider EEP is similar to the energy efficiency rider approved by the
Commission in the Peoples Gas Order. Specifically, Nicor Gas proposes establishing an
Advisory Board that would have responsibility for designing and operating the Energy
Efficiency Plan. Under the plan, Nicor Gas would be a fiscal agent, transferring up to
$13 million per year of customer-supplied funds to vendors for Advisory Board-approved

energy efficiency programs.

15 Nicor Gas Ex. 46.0




323 Q. Staff witness Mr. Brightwell has indicated a number of concerns with the Rider

324 EEP Conservation Stabilization Adjustment (“CSA”): (a) Program lmplementers
325 are likely to have an incentive to overstate the therm savings in order to receive
326 approval from the Advisory Board; (b) there is no ex-post evaluation of these

327 projects to determine the accuracy of the ex-ante estimates of therm savings; and
328 (¢) management structure gives the Company the ability to determine the projects
329 developed and the level of gas savings that result from tﬁe projects. (Brightwell
330 Reb., Staff Ex. 25.0, 9:181-19:403). How does the Company respond to his first
331 concern?

332 Al Any attempt by the Program Implementers to overstate the projected level of therm
333 savings would be checked by the broadly-based Advisory Board of energy efficiency
334 experts, which brings the most suitable level of expertise required to objectively assess
335 each proposed project.

336 Q. How does Nicor Gas respond to Mr. Brightwell’s second concern that ex-ante and
337 ex-post evaluations should occur?

338 AL Nicor Gas fully supports ex-post or after-the-fact evaluations of projects, including each
339 project’s success in achieving energy efficiency targets developed by the Advisory

340 Board. Indeed, the proposed plan calls for such evaluations and for such findings to be
341 used for future project evaluations.

342 Q. What is the Company’s response to Mr. Brightwell’s final concern regarding the

343 management structure should CSA be approved?

16 ' Nicor Gas Ex. 46.0
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Mr. Brightwell claims that there s potential for abuse because Nicor Gas has the ability
to determine the projects developed and the level of gas savings that result from the
projects. Nicor Gas agrees that it should not, and affirmatively states that it does not,
have the ability to determine the projects developed and the level of gas savings that
result from the projects under the plan’s proposed management structure. That 1s
precisely why Nicor Gas has advocated the governance structure outlined in the

testimony of Nicor Gas witness Kristine Nichols. (See Nichols Dir., Nicor Gas Ex. 13.0).
From a policy perspective, why should the Commission approve Rider EEP?

Increased energy efficiency is a worthy public policy goal and it is of great importance to
the Commission, ratepayers and the State of Illinois. Indeed, the only Intervenor with
energy efficiency experience provides testimony supporting the Company’s proposed

Rider EEP.

Rider EEP and the Company’s proposed energy efficiency plan are modeled after
the plan and rider considered and approved by the Commission in the Peoples Gas Order.
Simply stated, Rider EEP is an appropriately structured mechanism to provide funding
for the development of energy efficiency programs in the Company’s service territory

and should be approved by the Commission.
RIDER 30: QUALIFIED INFRASTRUCTURE PLANT
Please provide a brief overview of Nicor Gas’ proposed Rider QIP.

Nicor Gas’ proposed Rider QIP provides for the return of and on investment arising from
the Company’s program to replace cast iron main and copper services. In developing its

Rider QIP, the Company considered guidance from the Commission regarding the criteria

17 Nicor Gas Ex. 46.0
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for any rider proposal seeking to recover certain costs associated with such capital
investments outside of a rate case, and also the requirements set forth for infrastructure
plant surcharges in Section 9-220.2 of the Act and Part 656 of the Commission’s rules.

220 ILCS 5/9-220.2; 83 1ll. Adm. Code Part 656.

Does Nicor Gas agree with Staff witness Lazare’s contention that expected rate
payer benefits arising from approval of Rider QIP are “tenuous”? (Lazare Reb.,

Staff Ex. 20.0, 9:199).

No. As outlined in my direct and rebuttal testimonies, as well as the direct and rebuttal
testimonies of Nicor Gas witness Anthony McCain, there are several benefits to
ratepayers. (See Nicor Gas Exs. 12.0, 27.0, 5.0 and 20.0 respectively). In summary, as
set forth in the testimony of Mr. McCain, these include: (1) immediate O&M cost
reduction of $6,000 per mile of main; (2) a future improvement in leak rates and related
cost avoidance that is supported by historic improvements arising from the Company’s
risk-based approach to infrastructure improvements; (3) improved customer service and
lower long term costs arising from retocation of inside meters and the related
improvement of meter reading accuracy; (4) reduced training and improved staffing
efficiencies upon completion of the project, together with related cost savings; and '

(5) improved leak investigation efficiency and effectiveness by eliminating lower

pressure systems,

Does the Company agree with AG/CUB witness Rubin’s assessment that Rider Q1P

is not cost effective? (Rubin Reb., AG/CUB Ex. 5.0, 18:382-83).

No. Mr. Rubin failed to consider the un-quantified but considerable benefits that will

accrue to ratepayers in the future as outlined above.

18 ; Nicor Gas Ex. 46.0
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From a policy perspective, why should the Commission approve Rider QIP?

While the current rate of replacement does not pose a threat to safety or reliability of
service, the Company’s cast iron main and copper services are old, inefficient and costly
to maintain. For operational purposes, Nicor Gas would liké to replace all of these
remaining facilities at an accelerated pace. Accordingly, the Commission should approve
Rider QIP because it will improve the efficiency and reliability of the Company’s
distribution system. [t also will pass on reduced Q&M costs to customers on a timely

basis.

AFFILIATE TRANSACTIONS AND ACCESS TO NICOR GAS FACILITIES

How does the Company respond to the comments of Staff witness Hathhorn

regarding affiliate transactions? (Hathhorn Reb., Staff Ex. 15.0, 19:401-04).

Nicor Gas properly applies its tariffs, and properly charges affiliates for services,
including billing services, provided pursuant to tariff or under the terms of the
Commission-approved Operating Agreement between Nicor Gas and its affiliates (the
“Qperating Agreement™). (Nicor Gas Ex. 46.3). Moreover, Nicor Gas’ interactions with
affiliates are proper and in conformance with the Commission’s rules. The surrebuttal
testimony of Nicor Gas witness James M. Gorenz specifically addresses the revenue
requirement adjustment relating to affiliated billing services proposed in Ms. Hathhorn’s

rebuttal testimony. (Gorenz Sur., Nicor Gas Ex. 45.0).

Nicor Gas fully understands that it is within the Commission’s discretion to order
investigations of its regulated entities. It is Nicor Gas’ position that there is no evidence

within this proceeding that warrants such an investigation. However, Nicor Gas does not
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object to the Commission initiating an investigation to examine the Operating
Agreement, to address those issues raised in Ms. Hathhorn’s testimony, and those issues

raised in Staff witness Sackett’s rebutal testimony.

With regard to transactions with its affiliates, does Nicor Gas have policies and

procedures to assure regulatory compliance?

Yes. Nicor Gas has Company Policy Order A-54 “Illinots Commerce Commission
Regulation of Transactions between Nicor Gas and its Afﬁliai:es,” which sets forth the
procedures for transacting business with its affiliates. (See Nicor Gas Ex. 46.2). Nicor
Gas also has in place procedures for review and approval of proposed transactions with
affiliates by its Chief Compliance Officer. In addition, Nicor Gas employees who
interact with affiliates receive training about dealing with such affiliates and the
requirements of Part 550 of the rules of the Commission. 83 Ill. Adm. Code Part 550.
Those policies and procedures require that transactions with affiliates are accounted for
properly in accordance with the requirements of the Operating Agreement, which the

Commission approved in Docket No. 00-0537.

Are there internal controls in place to provide assurance that these policies and

procedures are complied with? If so, please describe them.
Yes. The Company has a number of internal controls in place to provide such assurance,
including:

. Employee Training — Upon hire, Nicor Gas trains its new employees as to its
inter-company billing policies, and approximately every two years employees
dealing with affiliates must complete on-line training regarding such policies.
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. Policy Reminders — Twice a year, a memo is sent to managers company-wide,
reminding them of Nicor Gas” policies and the need to be diligent in billing
affiliates.

. Billing Reminders - Each month, a memo is sent to all employees that regularly
bill affiliates, reminding them of the need to bill affiliates for that month.

. Monitoring — Quarterly, the Accounting Internal Control department interviews a
sample of employees and examines their billings to affiliates to ensure policy
compliance.

. Internal Audits — Bi-annually, the Internal Audit Department conducts a

comprehensive audit of inter-company billing practices. The results of such
audits are provided to the Commission.

. Certifications — Each quarter, all managers and officers of Nicor Inc. and its
wholly owned affiliates complete a survey in which they are required to state
whether they are aware of any processes or activities being performed that are not
in accordance with the Company’s policies.

Does Nicor Gas have Commission authorization for each service that it provides to

an affiliate and does it provide such service in compliance with such authorization?
Yes.

Does Nicor Gas have Commission autherization for each service that it receives
from an affiliate and is such service provided to Nicor Gas in compliance with such

authorization?
Yes.

What are Staff witness Mr. Sackett’s comments regarding affiliate access to

Company facilities? (Sackett Reb., Staff Ex. 24.0, 47:1028- 52:1126).

First, Mr. Sackett raises concerns regarding use of the Nicor Inc. website for advertising

by its non-utility subsidiaries. Second, he raises concerns regarding use of the Nicor Gas
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call centers to market affiliate services. Finally, he recommends that any subsequent
proceeding as recommended by Staff witness Ms. Hathhorn, consider a warranty service

known as Gas Line Comfort Guard.

Does Nicor Gas have any comments regarding use of the Nicor Inc. website to

market affiliate services?

Mr. Sackett contends that all Customer Select suppliers should be provided with the same
type of link on the Nicor Inc. website that is provided to Nicor Advanced Energy, a
subsidiary of Nicor Inc. that is a Customer Select supplier. (Sackett Reb., Staff Ex. 24.0,
49:1070-50:1081). Mr. Sackett acknowledges that the website is owned by the
Company’s parent, Nicor Inc., not by Nicor Gas, but contends that the use of the website
should be investigated because it is referenced on the Company’s gas bills and customers
can navigate from the pages involving Nicor Gas services to pages relating to products

and services offered by non-regutated affiliates of Nicor Gas. (/d., 48:1039-49:1062).

The www.nicor.com website (with its associated domain names) 1s used by Nicor
Inc. to provide information about itself and its subsidiaries to many different
constituencies, including investors and potential investors, employees, business partners,
vendors and suppliers, and customers and potential customers. What Mr. Sackett ignores
is the need for public companies like Nicor Inc. to maintain a clear, comprehensive and
user-friendly website to communicate to the public concerning the operations of its
various business segments. For instance, the Securities and Exchange Commission is
increasingly looking to websites as an important disclosure tool for the companies it
regulates. Nicor Inc. has responsibility and potential exposure for information it

disseminates via its website. Understandably, it has no interest in having its operations,
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financial results, brand names or corporate goodwill confused with non-affiliated

businesses.

The Company recognizes that the use of the Nicor Inc. website by Nicor Gas as a
means to provide customers with information about its utility'operations is subject to the
Commission’s approval. In fact, such usage by Nicor Gas is authorized under, and
complies with, the requircments of the Commission-approved Operating Agreement.

Mr. Sackett does not contend otherwise. As Mr. Sackett also appears to recognize, the
use by Nicor Inc. of its website as a means of providing information about its non-
regulated operations is not subject to regulation by the Commission. (Sackett Reb., Staff

Ex. 24.0, 49:1057-58).

What is the Company’s response to Staff witness Mr. Sackett’s assertion regarding

use of the Nicor Gas call center to market affiliate services?

Mr. Sackett considers it unfair to other providers of gas commodity and related products
and services that Nicor Gas provides call center marketing services to an affiliate.
(Sackett Reb., Staff Ex. 24.0, 50:1088-89). In fact, the call c_enter services that Nicor
Gas provides to Nicor Services are authorized under the Operating Agreement, and Nicor
Gas charges Nicor Services appropriately for these services. Mr. Sackett does not

contend otherwise.,

Mr. Sackett recommends that the Commission investigate whether Gas Linc
Comfort Guard should be subject to rate regulation. (Sackett Reb., Staff Ex. 24.0,

50:1117-19). What is Nicor Gas’ response?

23 : Nicor Gas Ex. 46.0
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XI.

Nicor Gas provides customer solicitation, billing and repair services to Nicor Services for
Gas Line Comfort Guard. Nicor Gas is authorized to provide these services for Nicor
Services under the Operating Agreement, which allows for the provision of billing
services, customer solicitation and operational services (see Sections 2.2 (a), (d) and (¢}
of the Operating Agreement), and charges Nicor Services apﬁropriately for these
services. While recognizing that Gas Line Comfort Guard is a product that is not
provided by Nicor Gas, Mr. Sackett nonetheless recommends that the Commission
investigate whether the product should be subject to rate regulation. I am at a loss to
understand how Mr. Sackett could conclude that a product offering by a non-utility

affiliate of Nicor Gras might be made subject to rate regulation by the Commission.
CONCLUSION
Does that conclude your surrebuttal testimony?

Yes.

24 Nicor Gas Ex. 46.0
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Nicor Gas Ex. 46.2

Page 1 of 4
Nicor Gas
EFFECTIVE: January 17, 2005 POLICY ORDER: A-54
SUPERSEDES: Policy Order A-54 effective
November 1, 2001
REFERENCES: [linois Public Utilities Act; SUBJECT: IHinois Commerce
Part 550 of I11.C.C. Regulations; Commission Regulation
Operating Agreement between of Transactions between
Nicor Gas and Affiliates; _ Nicor Gas and its

Policy Order L-6 Affiliates

Transactions between gas utilities and their affiliates are subject to regulation by the Illinois Commerce
Commission (“IIl.C.C."). With some exceptions, contracts and arrangements between gas utilities and
their affiliates must receive the prior consent of the [1.C.C. In addition, the Illinois Public Utilities Act
(“PUA™) and TI.C.C. rules prohibit or restrict certain types of interactions by gas utilities with their
affiliates. It is the policy of Nicor Gas to comply fully with these laws and regulations in its interactions
with affiliates.

A. The Operating Agreement

The {1L.C.C. has approved an Operating Agreement (the “Operating Agreement”) between Nicor Gas and
most of its affiliates. Among other things, the QOperating Agreement permits Nicor Gas to (i} provide
certain types of services to affiliates, (ii} receive certain types of services from affiliates, (iii) make
available certain Nicor Gas facilities for use by affiliates, (iv) effectuate the sale of assets and {v} use
cestain facilities of affiliates. Transactions between Nicor Gas and its affiliates that are permitted by the
QOperating Agreement may be undertaken without further approval by the {1L.C.C. as long as those services
or facilities are provided in the manner outlined in the Operating Agreement and are not prohibited by
specific IiL.C.C. rules.

Nicor Gas recognizes the potential benefits from transactions with affiliates that are permitted under the
Operating Agreement. Therefore, Nicor Gas may enter into Gansactions with afftliates that involve
pravision or receipt of services and use of facilities 1o the extent provided by the Operating Agreement
and not prohibited by specific IILC.C. rules.

1. Required charges.

If Nicor Gas is the provider of services or facilities under the Operating Agreement, the applicable
affiliates shall generally be charged for the services and facilities at an amount equal to or greater than
Nicor Gas’ fully distributed cost. If Nicor Gas provides similar services to the general public under an
1I.C.C. approved pricing mechanism, that third-party price should be charged to the affiliate instead of
fully distributed cost.

If Nicor Gas is the recipient of services or facilities, Nicor Gas shall generally be charged for services and
facilities at an amount equal to or less than the applicable affiliate’s fuily distributed cost. If the affiliate
provides similar services to the general public, and the affiliate receives a substantial portion of its
revenue from such transaction with the general public, that third-party price should be charged to Nicor
Gas instead of fully distributed cost.

Fully distributed cost includes direct costs, allocated costs, and a charge for indirect costs.
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2. Facilities

Facilities that may be provided under the Operating Agreement include office space and equipment (copy
machines, filing cabinets, furniture, etc.), computer equipment and networks (including peripheral
devices, storage media and software), communications equipment, vehicles and supplies.

For practical reasons, Nicor Gas will generally own all applicable facilities that are provided under the
Operating Agreement. For example, Nicor Gas should own all furniture and fixtures in the General
Office building. It should alse own all computer software and computer equipment that are used by both
Nicor Gas and affiliates. The cost of such facilities will be recovered through the charge for indirect
costs.

Facilities that are used exclusively by an affiliate should be purchased by or charged directly to the
affiliate. Examples include computer sofrware used exclusively for an affiliate’s own purposes, and
furniture and fixtures in a building rented and used exclusively by an affiliate.

3. Services

Services include administrative and management support (executive, accounting, legal, secretarial, tax,
treasury, etc.), personnel services, purchasing services, technical (IT) services, operational services, joint
purchasing and customer support.

Standard support services that are provided to all Nicor Gas employees will be charged to affiliates via an
indirect labor additive. All other services of Nicor Gas employees that are specifically attributable to an
affiliate shall be directly charged to the affiliate.

Example: An affiliate desires to design a compensation and benefit package specific to its
employees. Since this goes beyond standard personnel services covered by the
indirect labor additive, Nicor Gas should directly charge the affiliate for this
service.

Exampie: An affiliate desires computer programming specific to its needs. Since this goes
beyond standard information technologies services covered by the indirect labor
additive, Nicor Gas should directly charge the affiliate for this service.

Appropriate systems for accumulating hours worked for affiliates and distributing associated charges shal
be maintained. Labor charges will reflect the effects of overtime and paid absences.

4. Obligation to Provide Facilities or Services

Nicor Gas shall not be obligated to provide facilities or services fo its affiliates. Therefore, affiliates are
encouraged to consult with Nicor Gas before making decisions that depend on its support.

Example: An affiliate purchases computer software to be used exclusively for its own
purposes. To support the software, incremental shared computer equipment such
as servers and disk storage is necessary. Nicor Gas is not required to purchase
such equipment. In that case, the affiliate may need to acquire its own computer
equipment for its exclusive use.

Txample An affiliate purchases computer software utilizing technology that is not
supported by Nicor Gas. Nicor Gas is not obligated to acquire the technology or
skills necessary to support the affiliate.
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B, Authorizations and Compliance Questions

It shall be the responsibility of the Nicor Gas officer in charge of a transaction with an affiliate to ensure
that any necessary 11.C.C. authorization has been obtained and that such transaction is conducted in
accordance with such authorization and with requirements of the PUA and IILC.C. regulations. If such
transaction involves a contract or arrangement to provide or receive service or use of a facility, the Nicor
Gas officer shall be responsible to ensure that costs are appropriately accounted for in accordance with

this policy.

Questions regarding the requirements of the PUA and IIL.C.C. regulations or interpretation of the
Operating Agreement shall be directed to the General Counsel of Nicor Gas. Questions regarding
appropriate accounting for costs under the Operating Agreement shall be directed to the Principal
Accounting Officer of Nicor Gas. The Accounting Control Department shall review and approve inter-
billing pricing matters for each type of transaction.

C. Transactions with Affiliates that are not Covered by the Operating Agreement

As a general nule, contracts and arrangements between Nicor Gas and its affiliates that are not specifically
permitted under the Operating Agreement must receive prior [1L.C.C. approval unless the PUA or lILC.C.
rules provide a specific exception. ,

Currently, no partially —owned subsidiaries of Nicor Inc. are party to the Operating Agreement. As such,
contracts and arrangements between Nicor Gas and such affiliates generally will require prier ILC.C.

approval,

D. Transactions with Affiliates that are Restricted or Prohibited

The PUA and I.C.C. rules prohibit certain types of interactions between gas utilities and their affiliates
and impose restrictions on other types.

For instance, the PUA requires prior approval for a gas utility to guarantee obligations of its affiliates. It
also prohibits employees of a gas utility from engaging in certain marketing activities on behalf of its
affiliates that provide heating, ventilating or air conditioning services within the utifity’s service territory.

Part 550 of the IIL.C.C. rules (83 L.A.C. Part 550) prohibits or restricts certain activities by a gas utility
that might discriminate in favor of its affiliates. Among other things, these rules prohibit the gas utility
from (i) providing its affiliates with preferential treatment or advantages in connection with services
provided under tariffs or in releasing or transferring interstate pipeline and storage service, (ii) tying
utility services to the required purchase of goods or services offered by its affiliates, (iii) providing its
affiliates with preferential access to customer billing and usage information or (iv) entering into
transactions with its affiliates that subsidize the affiliates. '

Part 550 imposes special restrictions on a gas utility’s dealings with its affiliates in competition with
alternative retail gas suppliers. Generally, these additional restrictions are designed to require these
affiliates to function independent of the utility in most respects.

Part 550 also imposes on gas utilities certain recordkeeping and audit requirements with respect to their
transactions with affiliatex.
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See Nicor Gas Policy L-6 for additional guidelines applicable to (i) releases of interstate pipeline capacity
by Nicor Gas to an affiliate, {ii} purchases of gas by Nicor Gas from an affiliate, (iii) sales of gas by Nicor
Gas to an affiliate and (iv) sales of Rate 21 or FERC HUB services by Nicor Gas 1o an affiliate.

Paul Giracey
Vice President and General Counsel
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OPERATING AGREEMENT

THIS OPERATING AGREEMENT (ihis "Agreement”) is made and entered into as of
the , among NICOR Inc., an Jllinois corporation ("NICOR™), Northera Hlinois Gas
Company, ant Wlinois corporation deing business as Nicor Gas Company (“Nicor Gas”}, and each of
the entities identified on Exhibit A hereto, as such Exhibil A may be amended from time o time in
accordance with the provisions of this Agreement.

WITNESSETH:

WHEREAS, the parties are related by virtue of comaon ownership, dirccily or
ndirecily, of their equity securities by NICOR; and

WHEREAS, the parties believe Lhat the central management of certzin services, the
provision 1o each other of centain services and facilitics, and ihe transfer of certain property are or
may be efficieni and cost-cffective, and the pasties desire to make provision for these and other
transactions as between Nicor Gas and 2 NICOR Entity or Entities;

WHEREAS, the parties are currently signatories to an Operaling Agreement approved
by the lllinois Commerce Comumission in Docket Ro. 60236,

WHEREAS, this agreement js intended (o supercede the Operating A greement approved
in Docket No. 60256

NOW, THEREFORE, in consideration of the foregoing and the mutual covenants
comntained herein, the parties hereby agree as follows:

ARTICLE]
- Definiligns and Interpretation

- Sectior 1.1. Definirions. As used in this Agreement, the following terms shall have the
respective meanings set forth befow unless the conlexi otherwise requires:

“Acquiring Parcy” means 2 Party whe desires 1o acquire real property, interests in real
property, tangible personal property or Intangible Assets from a Sclling Party.

"1CC” means the INinots Commerce Commission.

*Inrangible Assets " means items, other than tangible assels and rea) propenty, for which
costs have been incurred (o create future economic benefits that may or may net be recorded as
assets on the Selling Party’s financial statements. Intangible Assets include, but are not limited
to, operational knowledge, software or intellectuat property derived from internal research and
development efforts.

"Party ™ means each, and "Parties " means all, of the entities whe are from time to time
a party to this Agreement,
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"Provider " means a Party who has been requested 10, and who is able and willing to,
furnish facilities, provide services or both 10 a Requestor under the terms of 1his Agreement.

“Requestor” means a Party who desires 1o use facilities, receive services or both, and has
requested another Party to furnish such facilities, provide such services or both.

"Sefling Porry” means a Party who is willing to sell and transfey real property, imerests in
real property, tangibie personal property or Intangibie Asscts to an Acquiring Party.

“NMICOR Entity™ means any of NICOR and the entities identified on Exhibil A bereto, as
amended from time to time.

Section 1.2. Purpose and Jruent; Interpreration. (3} The purposes and intent of this
Agreement are 1o sel forth procedures and policies to govern (i) transactions between a NICOR Emtity
and Nicor Gas, whether such transactions occur directly or indirectly as the end sesult of a serics of
related transactions and (ii) the allocation of certain joint service costs. It is not intended io govem
transactions between NJICOR Emtitics that do not involve Nicor Gas (although such entities may elect (o
apply the provisions of this Agreement to specific transactions) or 0 govern transactions between
Nicor Gas and ifs subsidiaries. This Agreement shall be interpreted in accordance with such purposes

and intent.

{b) The headings of Articles and Sections contained in this Agreement are for reference
purposes only and shalt not affecl in any way the meaning or interpretation of this Agreement.
References to Articies, Sections and Exhitrits refes lo articles, sections and cxhibits of this Agreement
unless otherwise stated. Words such as "hercin,” "hereinafier,” "hereof,” "hereto,” "hereby” and
“hereunder,” and words of like impori, unless the context requires olherwise, refer to this Agreement

(including the Exhibits herelo).

ARTICLE B
Usc of Facilities and Services

Section 2.1. facilities. Upon the terms and subject 10 the conditions of this Agreement, s
Requestor may request a Proyider or Providers to make available or provide, and, subject (o the
provisos at the end of this Section, such Provider or Providers may make available or provide to such

Requestor, the use of:

(a) facilities, including, without limitation, office space, warehouse and storage space,
transportation, repair facilities, manufacturing and production facilities, fixtures and office furiture

and equipment;

(b} computer cquipment (both stand-alone and mainframe) and nesworks, peripheral |
devices, storage media, and software;
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{c) communications equipment, including, wihout limitation, audio and video equipment,
radio equipment, Ielecommunications equipmen) and networks, and transmission and swilching

capability;

{(d) vehicles, including, without Jimitation, avlomobiles, trucks, vans, trailers, railcars,
marine vessels, aircrafi, (ransport equipment, material handling equipment and construction equipment;

and
{c) machinery, equipment, tools, parts and supplics;

provided, however, thai a Provider shall have no obligation te provide any of the foregoing,
considering such factors as the extent that such jtem or items are not available (either because such
Provider does not possess the item or the item is otherwise being used); and provided further, it is
understood that a Provider has sole discretion in scheduling the use by a Requestor of facilities,
equipment or capabilitics so as te avoid interference with such Provider's operations.

Section 2.2, Services. Upon the tesms ard subject to the conditions of this Agreemest, a
Requesior may request a Provider or Providers 1o provide, and, subject to the provisos at the end of
this Section, such Provider or Providers may provide to such Requesior:

{a) adminisirative and management services, including, without fimifation, accouating
({including, withoot limitation, bookkeeping, budgeting, forecasting, billing, accounts receivable and
accounts payable administration, and financial reporting); audit; executive; finance; cash management
(including, without limitation, electronic fund transfers, cash seceipts processing, managing short-tenn
borrewings and invesiments with third parties, and short-term borrewing and investing between Parties
io this Agreement subject (o the limitalions and at the interest rates specified in the Addendam 1o this
Agreement); governmenial affairs; insurance; information systems services; investment advisory
services; legal; library; record keeping; secretarial and other general office support; real estate
management; security holder services; tax; weasury; and other administrative and management

Services;

{b) personnel services, inclading, without limitation, recruiting; training and cvaluation
services; payroll processing; employee benefits administration and processing; labor acgotiatioas and
manzgement; and related services;

{c} purchasing services, including, without limitation, preparation and analysis of product
specifications, requests for proposals and similar solicitations; vendor and vendor-product evaluations;
purchase order processing; receipt, handling, warchousing and dishursement of purchased items;
contract ncgotiation and administration; inventory management and disbursement; and similar services;

{d) operational services, including, without limitation, drafling and technical specification
developmem and evalsation; consulting; engincering; environmental; construction; design; resource
planning; economic and strategic analysis; research; testing; training; public and governmental
rclations; and cther aperational services; and

{e) customer soficitalion, customer support and other marketing-related services,
including, without Jimitation, costomer lists and other customer-related information;
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provided, however, that a Provider shall have no obligation to provide any of the foregoing,
considerimg such factors as the exient thal H is not capable of providing such service {cither because
such Provider does nol have personnel capable of providing the requested service or the service is

- otherwise being uvsed); and provided further, it is understood that a Provider has sole discretion in
scheduling the use by a Requestor of services so as (o avoid interference with such Provider's

operations.

Section 2.3. Joint Purchasing. A Party may alsc request that apother Party or Parties
ener into arrangements lo effect the joint puschasc of goods or services from third parties; provided,
however, that if Nicor Gas is 50 requested to enter into and agrees lo participate in such arrangements,
it shall do so only if its fully distributed cost for such goods or services is not thereby increased. In
the event that any such amrangements are established, one Party may be designated as, or serve as,
agent Jor the other Pariics to the arrangement and may adminisier the arrangement (including billing
and collecting amounts due the vendor{s)) for the other Parties,

. Section 2.4. Agreememis, Erc. A Provider and Requestor may evidence their agreement
with respect to the availability, provision or use of the facilitics, services and aclivitics described in
this Article 11 by entering into 2n agreement, lease, license or other wrilten memorandum or evidence;
provided such agreement, Jease, license or other written memorandum or evidence shall not contain
terms inconsistent with this Agreement; and further provided that this Section 2.4 shall not be deemed
10 require any such agreement, lease, license or other writien memorandum or evidence.

ARTICLE Il
Asscl Sales

Section 3.1, Keal Property Transfers. Upon the terms and subject to the conditions of
this Agreement, an Acquiring Party may purchase from a Seiling Party, and the Seling Party may sell
to the Acquiring Party, real property or interests in real property.

Section 3.2. Tangible Personal Property. Upon ihe terms and sebject to the conditions of
this Agreemenl, an Acquiring Party may purchase from a Selling Party, and the Sclling Party may sell
to the Acquiring Paity, tangible personal property. This Section 3.2 shall no1 apply 1o joint purchasing
arrangements (and the transactions therevnder) entered into pursuant to Seclion 2.3 of this Agreement.

Sectiom 3.3. Intangible Assets. An Acquiring Party may enier into an agreement with a
Selling Party to purchase, and the Acquiring Party may purchase from the Selling Party and the Selling
Party may sell to the Acquiring Party pursuant 10 such agreement, Intangible Assets.

Section 3.4. NICOR Stock. Upon the terms and subject 1o the conditions of this Agreement,
NICOR may issue and sell to Nicor Gas shares of NICOR Common Stock for the sofe purpose of
enabling Nicor Gas to meet its obligations to its directors and employees in respect of compensation (it
being understood that Nicor Gas woukl cause any shares so purchased and received to be reissued to such
direclors and employces in paymient of such compensaltion obligations).
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Section 3.5. Agreements, Eic. An Acquiring Party and 2 Selling Party may cvidence
their agreemnent with respect to the sale of real property and/or 1angible personal property described in
Sections 3.1 or 3.2 by enfering into an agreement or other writlen memorandum or evidence; provided
such agreement or other written memorandum or evidence shall not contain terms inconsistent with this
Agreement; and further provided that \his Section 3.5 shall not be deemed 10 require any such
agreement or other writlen memorandum or evidence. |

ARTICLE 1Y
Charges; Payment

* Seclion 4.1. Charges. (a) Charges for asseis soid and transferred under Sections 3.1, 3.2
and 3.4 shall be determined in accordance with the provisions of Section 5.1(a); charges for the use of
facilities, equipment, capabilities or services under Sections 2.1 and 2.2 shall be determined in
accordance with Section 5.1(b); and charges for asscls sold and (zansferred under Section 3.3 shall be
delermined in accordance with the provisions of Section 5.4c). By acquiring real propertly, interests
therein, tangible personal property or Intangible Assets in accordance with the provisions of Article IlI,
an Acquiring Patty shall be deemed to have agreed to pay, and shall pay, 10 the Selling Party the
charge determined therefor in accordance with Section 5.1(a) or, in the case of Intangible Assets,
Section 5.1{c). By requesting the use of facilities, equipment, capabilities and/or services, a Requestor
shall be deemed 1o bave agreed 1o pay, and shall pay, 1o the Provider or Providers the charge
determined therefor in accordance with Section 5.1(b).

() Charges related to arrangements under Section 2.3 for the joim purchasc of goods or
services shall be determined in accordance with Section 5.1(z), in the case of asset 1ransfers, and
Section 5.1(b), in the case of services and overhead, administralive and other costs.

Section 4.2. Accounting. Each Party shall maintain adequate books and records with
1espect to the transactions subject fo this Agreement and shall establish vnique account numbers in its
general Jedger system which shalt be used to record the cosis to be apportioned 1o the other Parties,
Each Party shall be responsible for maintaining internal controls 10 ¢nsurc the costs associated with
transactions covered by this Agreement are properly and consistently allocated and billed in accordance
with the terms and provisions of this Agreement.

Section 4.3. Jnvoicing, Payment. Invoicing and payment for the facilities and services
specified ip Anticle 11, the asset sales specified in Article 11§ or the joint services costs specitied in
Section 5.3(a) shall be as follows:

{a) for the use of facilities, equipment or capabilities specified in Section 2.1 or the
pravision of services specified in Section 2.2, a Provider shall invoice the Requesior on a monthly
basis for the charges therefor as provided in Section 4.1(a}, and such invoices shall be payable within

thirty days of receipt;
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{b) for joint purchasing arrangements specified in Section 2.3, 2 Party participaling in any
such arrangement shail be invoiced for charges as provided in Section 4.1(b), which invoices will be
payable according lo the terms set by the vendor(s) providing the purchased goods or services, or if a
Pariy has been selected \o administer such arrangement, pursuaat 1o inveices rendered by such Party or
the vendor of the goods or seyvices, which invoices will be payable no Jater than thirty days of receipt;

(c) for the sale of real propesty or interests in real property specified in Section 3.1, the
Acquiring Party shall pay the charges thercfor as provided in Section 4.1(a) 10 the Selling Party upon
the closing of the sale and transfer of such real property or interests therein;

(d) for ihe sale of tangible personal property specified in Section 3.2, or intangible assets
specified in Scction 3.3, the Selling Party shall invoice the Acquiring Party for the charges therefor as
provided in Section 4.1(a), and such invoices shall be payable within thirty days of receipt;

{e) for ihe transfer of NICOR Comumon Stock specified in Section 3.4, Nicor Gas shall
pay the charges therefor as provided in Section 4, 1(a) and such payment shall be made to NiCOR
. concurrently with the issuance and delivery of the shares of such stock; and

(f} fors joint sexvice costs under Section 5.3(a), NICOR shall invoice the other Parties for
such costs as provided in Section 5.3{(c), and such invoices shal} be payable within thisty days of

receipt.

Late payments shall bear a yote of interest representing NYCOR's cost of funds, as determined by
contacling NICOR's commercial paper dealers, but shail in no event exceed the then-effective rate of
interest announced by Bank of America [Hlinois in Chicago, llincis. The interest shall be based on the

peniod of time that the payment is late.

ARTICLEY

Cost Apportionment Methodology

Seclion 5.1. General Principles. The following general principles shall be vsed in selting
charges for transactions between Nicor Gas and NICOR Entities:

(a)- Sales of Asseis. Assel sales between Nicor Gas and a NICOR Entity shail be charged
by the Selling Party to the Acquiring Party at: (i) the fair market value of the fransferred asset, as
evidenced by (1) ibe prevailing price for which the same or similar assels are offered for sale to the
general public by the Selling Party (e.g., for Nicor Gas, (he tariffed charge or other pricing mechanism
approved by the 1CC) or, if no such prevailing price exists, (2) the price at which nonaffiliated vendors
offer {he same or similar asseis for sale by reference to quoted market prices, independent appraisals or
other objectively determinable evidence or, if no such fair market value is objectively or practicably
determinable, {ii} the historicat cost of the asset 1o the Selling Party, less alt applicable valvation
reserves.
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(b) Use of Facilities or Services.

{i) Facilities or services provided by Nicor Gas to a NICOR Entity shall be
charged by the Provider 10 the Requestor al: (I} the prevailing price for which the facility
of service is provided for saie to the general public by the Provider (i.c., the tariffed rate
or other pricing mechanism approved by the ICC) o1, if no such prevailing price exists,
(2} an amount equal-t0 or greater than the fully disiributed cost (determined as provided in
Section 5.2) incurred by the Provider in providing such facility or service to the
Requestor.

(i) Faciluies or services provided by a NICOR Entity to Nicor Gas shall be
charged by the Provider lo the Requestor at: (1) the prevailing price for which the facility
- or service is provided for sale ta the general public by the Provider (i.c., the price charged
to nonaffiliales if such transactions with nopaffiliatcs coastitute a substantial portion of
such NICOR Enlity’s 10tal revenues from such transactions) or, if no such prevailing price
exists, {2) an amount not to exceed the fully distributed cost (determined as provided in
Section 5.2) incurred in providing sach facility or service.

(c} Sales of Intangible Assets. Intangible Asset sales between Nicor Gas and a NICOR
Entity shall be charged by the Selling Party to the Acquiring Party (i} under 3 mechanism to reflect the
fair markel value of the assel as determined by an appraisal or other fair market value study or, if no
such fair market value is objectively or practicably determinable, (ii} at the fully distributed cost
- incusred 10 purchase or develop the asset, adjusied to reflect impuied amonization of, if applicable,
any carrying costs on the warecorded asset.

Costs shall be charged 1o a Parly in accordance with these general principles using either a
direct charge or an aflocation methodology. Costs of assets or services specificaily attributable to a
Pasty shovld be charged directly to such Party. Joint and common costs not specifically attributable 10
a Party should be charged to the appropriate Parties based on specific aflocation methodelogies. The
Parties intend to develop and implement a set of guidelines to address applications of the foregoing

general principles.

Section 5.2, Fully Distributed Costs. Costs charged on a fully distributed cost basis shall
reflect the amounts of direct taboy, direct materials and direct purchased services associated with the
related assel or service as provided in subsections (a) and {b). These amounts shall be increased by a
portion of indirect costs {o reflect Iabor, administrative and general and other overhead amounts as
provided in subsection (c).

{a) Direct Costs. Costs incurred that are specifically attributable 1o a Party shall be
directly charged to the appropriate account.

(i) Direct Labor; Amounls of direci fabor charged te a Party shal] be based on
acrual direct labor, reflecting the effects of overtime and nonproductive time. -
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For most employees, direct Jabor shall be charged o a Party pursuant to the
Tollowing methodology: an employee shall report each month the number of hours incurred
in performing activities for such Party. Based on the lime reported each month, the regular,
predetermined account distribution for the employee shall be adjusted to reflect the
distribution of direct labor charges (o the appropriate affiliate function.

Some individuals, departmenis or orgarizations may provide a recurring,
predictable level of services 1o a Party or Parties. For these individuals, depariments or
organizations, al 2 minimum annual reviews shall be performed to determine a normal
distribution of time 10 such Party or Panties. The disiribution percenfages derived from
such reviews shall then be used to allocate time with respect to each month. Signtficant
deviations of aciual activify from these predetermined percenlages shall be reported and
shal} result in adjustments 1o the predetesmioed distribution of direct Jabor charges to the

affiljate accounts.

Overtime shall be reflected in the direct labor rates charged to a Party. For
bargaining unit employees, direct 1abor shall be charged based on the base and overtime pay
amaunts under a Pany's colleclive bargaining agreements. Likewise, for non-bargaining
employees who are compensated for overtime, direct labor shall be charged based on the

base pay amounts incurred for such employees, inciuding overtime. For management
employees nol compensated for overtime, direc! labor charged to affiliates shall be adjusted,
on a deparimental or organizational basis, to reflect estimated overlirne incurred based on an

overlime review perfonned annually.

Al direct Jabor charges shall be increased by a facior 1o reflcct nonproduclive time.
The nonproductive time factor shall be developed based on a review of actual nonproductive
lime incuryed for the previous year. The nonproductive time faclor reflects time incured for
vacations, holidays, disability, jury duty and other paid absences.

” (ii) Dircct Materials and Purchased Services. Amounts incurred for materials or
purchased services directly attributable lo a Party shall be charged directly to the appropriale
account for thal Porty.

(b} Allocated Costs. Cests incurred that are not specifically aliributabie to a Party but that
have joint benefit to two or more Parties shall be charged to the appropriale Parties based on specified
allocation methodologies. The allecation methodologies used shall be reasonably based on cost cavsative
measures 10 ensure an equitable allocation among such Parties.

(¢} Indirect Casts. The direct and allocated costs apportioned to 2 Parly or Parties shall be
increased to reflect indirect Jabor, sdministralive and general and other overhead amounts. These indirect
coSts are not specifically identifiable or altributable 1o the direct costs incurred on behalf of a Party.

All direct fabor charges apportioned to a Party {either apportioned directly or u'sing an
aligcation methodology) shall be increased by a leading factor to reflect indirect labor-driven costs. For
each Party, this loading factor shall be determined annually based on actual indirect labor-driven charges
incurred during the prior ycar as a percentage of 1otal direct Jabor charges incurred in 1hat year. The
labor Joading shalt include payrofl taxes; medical, dentat and vision insurance costs; peasion and other

Page 8§




Nicor Gas Ex. 46.3
Page 12 of 30

postretirement health care benefils costs; incentive compensation plan costs; employce savings plans
costs; iraining costs; other employee beneis; the employee benefis department costs; conununications
and computer support and facitilies costs.

Facilities costs include buildings and related property, such as equipment, machinery,
furniture and fixtures, and related services; such as maif delivery and library services. These indirect
charges shall include an amount lo reflect the cosi of such assets (e.2., depreciation, operalions,
maintenance, wiilities, insurance, real estale taxes, eic.) and, for owned asscts or assels feased under
capital leases, a return equal to the rate of return on rate base most recenily authorized for Nicor Gas by

the ICC.

Section 5.3. Costs Charged to/from NICOR. NICOR shall maintain unique account
numbers in its general ledger system: Consolidated Pool accounts {as described in Section 5.3(a)) and
Unaliocated Pool accounts {as described in Section 5.3(b)). All costs ipcurred by NICOR and not
directly charged to another Party and all costs apportioned and billed to NICOR by other Parties shall

be charged 10 one of these Iwo lypes of accounts.

“(a)  Consclidated Pool Costs. The Consolidated Pool accounts shall be charged with
costs related 10 activitics that jointly benefit all of the Parties. Each month, the costs accumulated in the
Consolidated Pool shall be apportioned and billed to the Partics (other than NJICOR) using a two-
factor formula methodology. A representative listing of the types of Nicor services for which costs
shall be charged to the Consolidated Pool is as follows:

Accounting Forecasting

Auditing Governmental Affairs
Branding and Other Marketing infonnation Systems
Budgeting Investor Relations
Corporate Planning Legal

Corporate Secyetary's Office Risk Managemenl
Executive Services Shareholder Services
Financial Reporting Tax Administration
Finance

(b} Unallocated Costs. The Unallocated accounts shall be charged with costs that have
been determined as not appropriate for apportiomnent by NICOR to the other Parties. These costs
primarily refate to NICOR's diversification and divestiture activitics.

{c} Two-Facior Formula Mcthodology. Monthly, costs charged to the Consolidated
Pool shalt be apportioned and billed by NICOR 1o the other Parties based on a two-factor formvila
methodology. Under this approach, each such Pasty wholly owned by NICOR (other than non-
operating Parties) is allocated and billed for a portion of the total costs in the Consolidated Pool based
on an average of such Panty's gross payroll and tolal asset amounts relative to the corresponding
averages for the other whoily owned operating Pasties. To adjust for scasonality in operations, the
gross payroll amounts wsed in (his allocation shall be the twelve-month-ended amounts through the
prior guarter-end. The total asset amount shall reflect the month-end balance freom the prior quarter
ended. Non-operating affiliates are those that exist solely for the purpose of enabling Nicor Inc. to
perform its corporate function and which de not engage in the active management or oversight of any
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eplerprise doing business with third parties. For majority-owned Parlies that are nol wholly owned,
the two-factor formula shall consider only the proportional ownership share of such Party’s gross
payroll and total assets. Affiliates that are not controlled by Nicos Inc. are precluded from becoming
Parties 1o this Agreement. For purposes of this Agreement, controf exisis when Nicor Inc. holds,
direcily or indirecily, more than 50 percent of the voting rights of the entity’s common stock or more
than 50 perceni-of the seals on the board of directors or other oversight committee.

Section 5.4. Allocations Among Parties Qiher Than Nicor Gas. Nothing in this article,
ot any other article, shall limit or restrict the rights of Parties other than Nicor Gas 10 aljocate cosis
among themselves, so long as it does not adversely impact Nicor Gas, such as by increasing Nicor
Gas® costs. If a Nicor Entity charges Nicor Gas based upon its fuily distributed cosis, and such costs ~
include any intcrcompany charges from affiliates, such intercompany charges shail be determined in
accerdance with the cost appostionment methodology described in this Agreement

ARTICLE Vi
Limilations of Liability

_ Section 6.1. No Warranties For Facilities or Services. Each Party acknowledges and
agrees that any facilities, equipment or capabilitics made available, and any services provided, by a
Provider to a Requestor hereunder, are 50 made available or provided WITHOUT ANY WARRANTY
{(WHETHER EXPRESS, IMPLIED OR STATUTORY AND NOQTWITHSTANDING ANY ORAL
OR WRITTEN STATEMENT BY A PARTY'S EMPLOYEES, REPRESENTATIVES OR AGENTS
TO THE CONTRARY) WHATSQEVER. ALL SUCH WARRANTIES (INCLUDING, WITHOUT
LIMITATION, THE WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A
PARTICULAR PURPOSE) ARE HEREBY DISCLAIMED AND EXCLUDED.

Section 6.2. Limited Warranties For Asset Sales. () Except as provided in Section
6.2(b), each Party acknowledges and agrees thai any real property, interests in real property, tangible
personzi property or Itangible Assets sold and transferred in accordance with Asticle 111 is so sold and
transferred WITHOUT ANY WARRANTY (WHETHER EXPRESS, IMPLIED OR STATUTORY
AND NOTWITHSTANDING ANY ORAL OR WRITTEN STATEMENT BY A SELLING PARTY'S
EMPLOYEES, REFRESENTATIVES OR AGENTS TO THE CONTRARY) WHATSOEYER. ALL
SUCH WARRANTIES (INCLUDING, WITHQUT LIMITATION, THE WARRANTIES OF
MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) ARE HEREBY

DISCLAIMED AND EXCLUDED,

() In connection with a sale and transfer of real property, interests in real property,
tangible personal property, Intangible Assets or NFCOR stock pursuant to Axticle 111, the Selling Party
shall be deemed to have represenied and warranted 10 the Acquiring Party that: {1) title conveyed is
pood, (if) conveyance of such title is authorized and rightful, and (iii} the title so conveyed is free and
clear of all tiens, claims, encumbrances or security interests of persons or entities claiming by or
through the Selling Party, except, in the case of this clause (jii), as the Acquiring Party and the Selling

Party may ctherwise agree.
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Section 6.3. No Pannership. The Parties ackmowledge and agree that this Agreement
does nol create a partnership between, or 2 joint venture of, a Party and any other Party. Each Party is
an independent contractor and nothing conlained in this Agreement shall be construed o constitute any
Party as the agent of any other Party except as expressly set forth jn Section 2.3,

Seclion 6.4. No Third Party Beneficiaries. This Agreement is intended for the exclusive
benefit of the Parties hereto and is nol intended, and shall not be deemed or construed, to create any
rights in, or responsibilities or obligations to, third parlies.

ARTICLE VI
Term

Section 7.1. Term. This Agrecment will be effective on the date it is approved by the
ICC and shall continue, wnless terminated as provided in Section 7.2

) Section 7.2, Termination. Any Party inay terminate this Agreement as to it by
providing at feast 30 days prior wrilten notice (o the other Partics of the effective date of such
termination. In addition, this Agreement shall terminate as (o a Party upon the date that NICOR
delermines that such Party shall no longer be a party 1o this Agreement and shafl automatically
terminate as 10 a Party upon the datc (hat NICOR ceases, directly or indirectly, 10 own equity securities
in such Party. Any such termination shall not affect the terminating Party's accrued rights and
obligations under this Agreement arising prior to the effective date of termination or jts obligations

vader Section 9.4.

ARTICLE V1l
Confidential Information

Cuech Party shall treat in confidence all information which it shall have obtained-
regarding the other Parties and their respective businesses during the course of the performance of this
Agreemeni. Such information shall not be communicated (o any person other than the Parties o this
Apreement, except lo the extent disclosure of such infortnation is required by a governmental
authority. If a Party is required to disclose confidential information to a governmental authority, such
Party shall 1ake reasonable sieps to make such disclosure confidential under the rules of such
goveramental authority. Information provided hereunder shall remain the sofe property of the Party
providiag suck information. The obligation of a Party 1o treat such information in confidence shalf not
apply 10 any information which (i) is or becomes available 10 such Party from a source other than the
Party providing such information, or (i) is or becomes availabie (¢ the public other than as a result of

disclosure by such Party or its agents.
ARTICLE IX
Miscclianeous

‘Section 9.1, Entire Agreement; Amendments. Upon its effecliveness as provided in
Section 7.1, this Agreement shall conshitute the sole and entire agrecment among the Parties with
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respect to the subject matier hereof and shall supersede all previous agreements, proposals, oral or
wrillen, negoliations, representations, commitments and all other compnunications between some or all
of the Parties. Except as provided in Section 9.2 with respeci o new Pariies and except that NICOR
may amend Exhibit A 1o this Apreement (o dJefele any terminated Party, this Agreement shall not be
amended, modified or supplemented except by a wrilten msxmmcnl signed by an authorized
reprcscmatwe cf each of the Parties hereto,

Section 9.2. New Parties. Any other entity which is or may become an affiliate of
NICQR or any of the other Parties 1o this Agreement may become a party 10 this Agreement by
execuling an agreemenl adopting all of the terms and conditions of this Agreement. Such agreement
must be signed by NICOR in order to become effective, but need not be signed by any other Party 1o
this Agreement. Upon such execution, such eniity shall be deemed to be a Party and shall be included
within the definition of "Party” for all purposes hereof, and Exhibit A shall be amended 10 add such
entity. Nicor Gas shall notify the JCC by means of an informational filing each lime a new Parly
becomes eligible (o receive or provide services and facilities under this Agreement. This informational
filing should include the name and business purpose of the Party and its relationship to Nicor Gas.

Section 9.3. As.ﬂgnmem This Agreement may not be assigned by any Party without
the prior written consenl of NICOR.

Section 9.4. Access o Recerds. During the term of this Agreement and for a period of
seven years afier the expiration or termination of this Agreement as o a Party, such Party shall have
reasonable access to and the right 10 examine any and al! books, documents, papers and recerds which
pertain to services and facilities provided by the other Partics under this Agreement to such Party, and
such Party shall provide access to, and the opportunily fo examine, all such records which pertain to
services and facilities provided 10 the other Parties under this Agreement by such Pasty. Each Party
shall maintain al} such records for a period of seven years after expiration or termination of this
Agreement as to suck Papty. o addition, during the term of this Agreement and for a period of seven
years after the expiration or termination of this Agreement as to a Nicor Entity, the ICC shall have
acuess to the books and records of such Nicor Entity as they relate to transactions between such Nicor
Entity and Nicor Gas to the extent allowed under Section 7-101 of the Ulinois Public Utilities Act and
subject to Section 5- {08 of the HHlinois Public Uliiitics Act.

. Section 9.5. Partial Invalidity. Wherever possible, cach provision hereof shal] be
interpreied in such manner as o be effective and valid under applicable faw, bul in case any onec or
more of the provisions contained herein shall, for any reason, be held 1o be invalid, illegal or
unenforceable in any respect, such provision shall be ineffective to the extent, but only to the extent, of
such invalidity, illegality or uneaforceability without invalidating the remainder of such invalid, illegal
or unenforceable provision or provisions or any other provisions hercof, unfess such a construction
wouid be unreasonable. In the event that it is delermined that the charges for a particular ransaction
covercd by this Agreemem were not determined properly for any reason, such determination andfor
finding shall not affect the validity of such transaction; provided, however, \hat if the transaction
involved Nicor Gas and a NYCOR Entity, NICOR {or, if NICOR so determines, such NICOR Entity)
shal) pay 1o or reimburse Nicor Gas, or Nicor Gas shall pay lo or reimburse such NICOR Entity, as
the case may be, for the difference between the amount that was charged in concetion with the
transaction and the charge (hat is determined to be proper under the provisions ef Article V.
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Section 9.6. Waiver. Failurc by any Party 10 insist upon strict performance of any term
or condition hercin shall not be deemed a waiver of any rights or remedies that such Party may have
agains! any other Party nor in any way affect the validity of this Agreement or any part hercof or the
right of such Party thereafier to enforce each and every such provision. No waiver of any breach of
this Agreement shall be held to constitute a waiver of any other or subsequent breach.

Section %.7. Governing Law. This Agreement shall be governed by, construed. and

interpreted pursuant to the laws of the State of Hlinois.

IN WITNESS WHEREQF, the Partics have each causcd this Agreement to be executed by a
duly authosizZed representative as of the day and year first above written.

NICOR INC.

By: Q%z/ Q{ _

Name: “philp 5. cali
Title: Executive Vice President Operations

NORTHERN ILLINOIS GAS COMPANY
By: y 4 L

Name:*philip 5. rali
Title: Executive Vice President Operations

BIRDSALL, INC.

- Name: Cdorge M. Behrens

Tile: Direcrox

TROPIC EQUIPMENT LEASING }NC,
By: ﬂ‘“ﬂ

Name:,ceorge M. Behrens
Tile: Director and Vice President

TROPICAL BAHAMAS LTD.

y: oy

Name?” George H. Behrens

Title: pirector
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NICOR ENERGY YENTURES COMPANY
By: é//% e

Name:  pantel R/{)’odge
Title: Vice President

NICOR ENERGY MANAGEMENT SERVICES COMPANY

v (Dp )L

Name: “philip §, cali
Title:  Director and President

NICOR ENERGY SERVICES COMPANY

A Caf

Name: Philip S. call
Title: Direcroer and President

NICOR ENERGY SOLUTIONS INC.

By:

Name: Daniel R. Deodge
Title Vice President

ENERCHANGE L.1.C.

By: !Q%J t:‘d
Name: fPhilip S. cali

Title: Vice President

NICOR NGV CORP.

It

Name: phipp 5. calt
Title: Director and President

N]COVNOLOG]ES INC.

Name: Daniel R/ Dodge
Title: Vice President

Mmy SERV]CES LLC.

Name: nanwf K. Dodge
Tille: Vice President
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NICOR HORIZON, INC.

By: % // ({;ﬁ
Name: *Philip 5. Calil

Title: Plrector and President

NICOR POWER HOLDING COMPANY

By: o
odge
Title: Vice President
NICOR ROCKY ROAD COMPANY
v

By:

Name: Daniel Dodge
Title:  Vice President

NICOR OIL & GAS CORPORATION

By: 4/41;&“_,.7) A

| —
Name: Kathleen L. Halloran
Title; Vice President, Controller & Treasurer
Dixector

NICOR NATIONAL INC. p

s ek o

Nafne: Kathleen L. Halloran
Tille: DPirector and Treasurer

NICOR MINING INC.

By bk A (i
ME: Kathleen L. Halloran

Title:  Vice President, Controller & Treasurer
Ddrector
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FIRST AMENDMENT TO
OPERATING AGREEMENT

This Fisst Amendment to Operating Agreement (*First Amendment”) is made
and entered into ag of the 13th day of Septzmber, 2004.

WITNESSETH

Whereas, Nicor Inc. (“NICOR™), Northern Illinois Gas Carnpany d/b/a Nicor
Gas Company (“Nicor Gas™} and each of the other sigmatories hereto are parties to that
certain Operating Agreement dated as of October 25, 2001 (the *Original Operating
Agreoment™); and

Wheteas, by Order issucd in Docket No, 02-0581 and effective Junc 15, 2004
(ihe “Order™), the Tilinois Commerce Conunission adopted 53 M. Admindstrative Code
Pant 340 (Money Pool Agreemenis); and

~ Whereas, the Parties desire to amend the Original Operating Agreement solety
for the gurpost of complying with the requirements of the Order and updating Exhibit
A o the Original Operating Agreement fo reflect a current fist of the Parties.

NOW THEREFORE, iu consideration of the foregoing and the muteal
covenagpts contained berein, the Parties herely agree as follows:

1. Unless otherwisc expressly defived berein, capitalized terms used herein
shail bave the meanings assigned (o them in the Originel Operating Agrcement.

2. The tferm “Agreement” as used in the Origimal Operating Apreement and this
Firgt Amendment shail be deced to rocan the Original Operating Agreement as
amended_byihisFirslAnuulm,

3. The Addendum to the Originzl Operating Agreement is bereby deleted in its
enfirety and the new Addendum sttached to this First Amendment is substituted in licu
thereof,

4, Exhibit A to the Original Opesatitg Agreement is hereby deleted inits
entirety and the new Exhibit A attached to this First Amendment is substituted in licn
thercof,

5. Except as amended berepy, the Original Operating Agrecmcnt shell contivoe
ip fuil force and effoct it accordance with its terms.
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IN WITNESS WHEREOF, the Partics have cack ceused this First Ameadment
to be executed by 4 duly authorized represemtative as of the day and year first above
written, -

NICOR INC.
By:

Namc.' M. Behrens
Title: Viee President and Treasurer

NORTHERN ILLINOIS GAS COMPANY

M:W
Nam¥: George M. Bebrens

Title; Vice President and Treasurer

BIRDSALL, INC.

Byx
Namc: Thomas M. Black
Title: Senior Vice President

TROPIC EQUIPMENT LEASING INC. -

By: ' 1"\&
Namé: George M. Behrens
Tide: Vice President

TROPICAL BAHAMAS LTD.

Name: Thomas M. Black
Title: President i

MNICOR ENBRGY VENTURES
COMPANY

By: %

Name: Prul C. Graccy, Ir.
Title: Sccretacy
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NICOR ENERGY MANAGEMENT
SERVICES COMPANY

By:

Nenw: Paul C. Gracey, it
Tile: Sccretary

NICOR ENERGY SERVICES COMPANY

By: ;A

Name:: Pant C. Gracey, Fr.
Title: Secrctary

NICOR ENERGY SOLUTIONS INC.
By: s

Name; C. Gracey, Jr.
Title: Secretary

NICOR ENERCHANGE, L.L.C. (F/K/A
ENERCHANGE, L .L.C.}

N 2
Name:"Paul C. Grzeey, Jr.
Title: Secrctary

NICOR TECHNOLOGIES INC.

By:

Name:"Paul C. Gracey, Jr.
Title: Secretary

NICOR, HOME SERVICES, L.L.C.

By:

Naime: Paul C. Gracey, Jr.
Title: Secrctary
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NICOR HORIZON, INC.

By:
Name; M, Behrens
Title: Treasurer

NICOR POWER HOLDING COMPANY

8y: Ly P oo’

Nau¥: George M. Behrens

Title: Treasurer
NICOR ROCKY ROAD COMPANY
By:
Name: Faul C. Gracey, Fr.
Titde; Sccretary
RICOR OIL & GAS CORPORATION
By:
NHame! C. Gracey, .
Title: Secretary
NICOR NATIONAL INC.
By: - .
Nzme: Paul C. Grucey, Jr.
Title: Secretary
NICOR MINING INC.
By:

~ Name: Panl C. Gracey, It
Tile: Secretary
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NICOR PURCHASING, L.L.C.

Title: Treasurer

NICOR SOLUTIONS, 1.L.C.

By: ' /
Nauké; George M. Behrens
Title: Treasurer

NI-GAS EXPLORATION, INC.

By:

Name: C. Gracey, I1.
Title: Secretary
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ADDENDUM
Short-term ing and Inwv: astics

Cash advences made by Nicor Gas to NICOR Inc. pursuant 10 this Agreement shall be in
accordance with the following terms and in accordance with 83 [IL. Administraiive Code
Part 340 {(Moncy Pool Agrecnzents) as adopted by IHinois Commerce Commission (the
“fCC") Order cffective June 15, 2004 in Docket No, 020581, as the smuc may be
amended or odified by the ICC from time o time:

(a) To the extent that Nicer Gas possesses excess cash and no outstanding short
term borrowings, cash advances can be made to Nicor inc. to the extent that it cootinues
to mest the requirements of Section 340.40(b)(1); and

(b} the interest rate on cash advances from Nicor Gas to NICOR lInc.shall be
calculated at the higher of {i) the interest rate at whick NICOR Inc. could have borrowed
the funds purseant {0 an existing bank credit agreement(s) or cominercial paper
facility(ics) entered into between NICOR Inc. and an unaffiliated third party or partics, or
{ii) the rate the utility would have camed on existing shott term investment gccounts
maintained dusing the same period.

Cash advances made by a NECOR Entity to Nicor Gas pursuant to this Agreement shall
be in accordance with the following terms and in sccordance with 83 . Administrative
Code Part 340 (Money Pool Agreements) as adopted by ICC Order cffective Junc 15,
2004 in Docket No, (2-0581, as the same may be amended or modified by the ICC from
time fo time:

{a) The balance of cash advances shall not at any time exceed the unused balance
of funds actually available 10 Nicor Gas under Nicor Gas’ existing bank credit
agrecment(s) or commercial paper facility(ies) entercd into between Micor Gas and an
unaffiliatcd third party or partics; and

(b) the interest rate on cash edvances from NECOR Entity to Nicor Gas shal! be
calculated at thic Jower of (i) the interest rate at which Nicor Gas could have borrowed the
funds pursuant 1o an existing bank agreement(s) or commervial paper facility(ts} catered
into betwoen Nicor Gas and an unaffiliated third party or parties, or {ii} the NICOR
Entitys actua] interest cost, including issuance costs, for the funds obtaincd or used ©
provide the cash advance to Nicor Ges.
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SECOND AMENDMENT TO
OPERATING AGREEMENT

This Second Amendment to Operating Agreement (“Second Amendment”) is made and
entercd tnto as of the 7th day of February, 2007,

WITNESSETH

WHEREAS, Nicor Inc. (“NICOR™), Northern llinois Gas Company d/b/a Nicor Gas
Company (“Nicor Gas™) and each of the other signatories hereto are parties to that certain
Operating Agreement dated as of October 25, 2001 (the “Original Operating Agreement™) as
amended by that certain First Amendment to Operating Agreement dated as of September 13,
2004 (the “First Amendment™) (the Original Operating Agreement as amended by the First
Amendment is herein referred to as the “Currently Effective Operating Agreement™); and

WHEREAS, by Order issued in Docket No. 02-0581 and effective June 15, 2004 (the
“Maoney Pool Order™), the lHlinois Commerce Commission (the “ICC™) adopted 83 fiL
Administrative Code Part 340, Money Pool Agreements; and

WHEREAS, the parties to the Original Operating Agreement entered into the First
Amendment for the purposes of complying with the Money Pool Order and, by Order issued in
Docket No. 04-0629 on December 15, 2004 (the “First Amendment Order”), the ICC approved
the First Amendment; and

WHEREAS, the First Amendment and the First Amendment Ocder permitted Nicor Gas
1o loan funds to NICOR on the condition, among others, that NICOR continued to meet the
eligibility criterion set forth in Section 340.40(b)(1) of the ICC regulations; and

WHEREAS, the ICC regulations issued pursuant to the Money Pool Order also would
allow Nicor Gas ta loan funds lo NICOR as long as NICOR met the eligibility criteria set forth in
cither Section 340.40{b)(2} or Section 340.40(b)(3) of the ICC regulations; and

WHEREAS, the parties desire to amend the Currently Effective Operating Agreement
solely to allow Nicor Gas to loan funds to NICOR as long as NICOR continues to meet the
eligibility criterion set forth in Section 340(h)(1}, (2) or (3) of the ICC regulations.

NOW THEREFQRE, in consideration of the foregoing and the murual covenants
comtained herein, the Parties hereby agree as follows:

1. Unless otherwise expressly defined herein, capitalized terms used herein shall have
the meanings assigned to them in the Currently Effective Operating Agreement,

2. The term “Agreement” as used in the Currently Effective Operating Agreement and
this Second Amendment shall be deemed to mean the Currently Effective Operating A greement
as amended by this Second Amendment.
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3. The initial clause (a) of the Addendum to the Currently Effective Operating
Agreement is hereby deleted in its entirety and the following new initial clause {a) is substituted
in lieu thereof®

“(a) Tothe extent that Nicor Gas possesses excess cash and no outstanding short term
barrowings, cash advances can be made to NICOR Inc. to the extent that it continues to meet the
requirernents of Section 340.40(b)(1), (2) or (3); and”

4, Except as amended hereby, the Currently Effective Operating Agreement shall
continue in full force and cffect in accordance with its terms,

IN WITNESS WHEREOF, the Parties have cach caused this Second Amendment to be
exccuted by a duly authorized representative as of the day and year first above written.

NICOR INC i }
By: /

/ﬁamc Gerald P, O’Connor .
Title: Vice President Finance
and Treasurer

NORTHERN ILLINOIS GAS COMPANY

syt G <l

Name: Karen K. Pdfping
Title: Vice President and Controller

BIRDSALL, INC.
By: W
/ Name: Gerald P, O’Connor
Title: Treasurer

TROPIC EQUIPME ;ﬁAS G INC.
By: /@mé/ Cé_»\

# Name: Gerald P. O’Connor
Title: Vice President and Treasurer

TROPICAL SHIPPING AND
CONSTRUCTION CO IMITED

Title: Chairman and President




Nicor Gas Ex. 46.3
Page 27 of 30

NICOR ENERGY VENTURES COMPANY

By: M/@/‘w—

ame: Gerald P. O’Connor
Title:  Treasurer

NICOR ENERGY MANAGEMENT
SERVICES COMPANY

By:

Name: Gerald P. O'Connor
Title: President and Treasurer

NI ERGY SERV ES@)?ZZ\:‘{

B . . Y
Name: Christopher F. Childress
Title: President

NICOR ENERGY SOLUTIONS INC.
Vd
By (B /E@)\

/" Name: Gerald P. O'Connor
Title: President and Treasurer

NICOR ENERCHA;;Z L. j
By:

Name: Gerald P. O"Connor
Title: Treasurer

RN 2

Name” Christopher F. Childress
Title:  President

NICOR HORIZON, INC.
- /‘?Q/\

/Name: Gerald P. 0’Connor
Title: President and Treasurer
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NICOR OIL & GAS %OREI?LN/
A
By: M

AName: Gerald P. O’Connor
Title:  President and Treasurer

NICOR NATIONAL IN

# Name: Geratd P. O'Connor
Titie: President and Treasurer

NICOR MINING INC., ,
/s :
By:@fg W)
/~ Name: Gerald P. O'Connor
Title: President and Treasurer

NICOR PURCHASIN

By: M
/~ Name: Gerald P. O'Connor
Title: President and Treasurer

NICOR,SOLUTIONS, L.L.

By
Manle: Christopher F. Childress
Title: President

NI-GAS EXPLORATION, INC.

By: %Wp&

A Name: Gerald P. O’Connor
Title: President and Treasurer

POINT ENERGY, %W\/

¥ Christopher F. Childress
Title:  President
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IBT/SOLUTIONS, L.I.¢. @/
By %AM"! N~

" Name¥ Christopher F. Childress
Title: President

SEVEN SEAS mﬁw
By:

amc Gerald P. O"Connor
Title: Vice President and Treasurer




Parties to the Qperating Apreement

NICOR Inc. (Parent)

Northern IHinais Gas Company
Birdsall, Inc.

Tropic Equipment Leasing Inc.
NICOR Encrgy Ventures Company
NICOR Energy Management Services Company
NICOR Energy Services Company
NICOR Encrgy Sclutions Inc.
NICOR Enerchange L.L.C.

NICOR Home Services, L.L.C.
NICOR Hortizon, Inc.

NICOR Qit & Gas Corporation
NICOR National Inc.

NICOR Mining Inc.

NICOR Purchasing L.L.C.

NICOR Solutions, L.L.C.

NI-Gas Exploration Inc.

Prairie Point Energy L.L.C.

{BT Sotutions L.L.C.

Tropical Shipping and Construction Company Limited
Seven Seas Insurance Company, Inc.
Cypress Creek Gas Storage, L.L.C.
Centrat Valley Gas Storage, 1.L.C.
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STATE OF ILLINOIS
ILLINOIS COMMERCE COMMISSION

Northern [llinois Gas Company )
d/b/a Nicor Gas Company ) .
) Docket No. 08-0363
Proposed general increase in rates, and )
revisions to other terms and conditions )
of service )
AFFIDAVIT

I, Gerald P. O’Connor, under oath, hereby swear to the following:

1. [ am the Senior Vice President Finance and Strategic Planning of Nicor Gas
Company;
2. [ prepared prefiled Surrebuttal Testimony on behalf of Northemn [llinois Gas

Company, d/b/a Nicor Gas Company, submitted as Nicor Gas Ex. 46.0, including Exhibits 46.1
through 46.3, and filed on November 5, 2008;

3. [ have personal knowledge of all the facts in my Surrebuttal Testimony, and the
answers set forth therein are true and correct to the best of my knowledge; and

4, If asked those same questions today, my answers would be the same.

) T

Gof4ld P. O’ Connor
Subscrigfd and sworn to before me

this %% day of November, 2008,
IS
SN 1 )
R D R e
Notary Public Lo _
o OFFICIAL SEAL

JOAN B BALTUSIS

NOTARY PUBLIC - STATE OF ILLINOIS
MY COMMISSION EXPIRES:03/34/09
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